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MEMORANDUM FI NDI NGS OF FACT AND OPI NI ON

GOLDBERG, Special Trial Judge: Respondent determ ned

deficiencies in petitioners’ Federal inconme tax of $25,108 for
t axabl e year 1999 and $19, 610. 07 for taxable year 2000. Unl ess

otherwi se indicated, all section references are to the | nternal
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Revenue Code in effect for the years in issue, and all Rule
references are to the Tax Court Rules of Practice and Procedure.

The issue for decision is whether petitioners’ ongoing
horse-boarding activity was a bona fide business activity within
t he nmeani ng of section 183 during the taxable years in issue.

FI NDI NGS OF FACT

Sone of the facts have been stipulated and are so found.
The stipulation of facts and the exhibits attached thereto are
i ncorporated herein by this reference. Petitioners resided in
Lovel and, Onhio, on the date the petition was filed in this
case.

Hi story of Petitioners’ Horse-Boarding Activity

Petitioners purchased a tract of land in C ernont County,
Chio, in May 1989 for $450,000. At the time of purchase, the
property contai ned one barn, one indoor horse arena, pastures,
and a residence. Petitioners purchased the property to provide
their famly, including their two adult children, with anple | and
and a hone where they all could live and enjoy their shared | ove
of horses. At the tine of the purchase, petitioners’ adult
daughter was involved in the horse industry in Menphis,

Tennessee. Shortly after acquiring the property, petitioners
purchased at | east one horse, and petitioner wife (Ms. Rozzano)
engaged in a renodeling of the residence. Petitioners naintained

the property as their primary residence between 1989 and 1992.
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In 1992, petitioner husband (M. Rozzano) was hired to be
the president of Arnmour Swift Eckridge, Inc., a publicly held
corporation. M. Rozzano's new position required that he
relocate to Chicago, Illinois, which was approximately 5 hours
fromtheir residence. At this time, petitioners decided that
instead of selling the property, which they had dubbed * Sugar
Tree Farni (Sugar Tree), they would try to operate a horse-
boar di ng busi ness.

Bet ween 1992 and 2002, M. Rozzano changed jobs at | east
twce, as he was hired in 1999 to be the executive vice president
and sal es manager for Thorn Apple Valley, Inc., and in 2000, he
was hired to be the senior vice president and general manager of
Plumrose, U.S.A During 1999, petitioners resided approxi mtely
5 hours away from Sugar Tree in West Bloonfield, Mchigan, while
M. Rozzano worked at Thorn Apple Valley, Inc.

After relocating to Chicago in 1992, petitioners began their
horse-boarding activity. This activity nade use of the 27 stalls
housed in the barn at Sugar Tree, an indoor arena, and the
adj acent fields. Because petitioners resided nore than 350 mles
from Sugar Tree, they enployed at | east one person to | ook after
the property and run the day-to-day operations taking place
t here.

Bet ween 1993 and 2003, when Sugar Tree was sold, petitioners

rented a great nunber of the 27 available stalls for horse-
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boarding. Typically, between 40 percent and 65 percent of the
stalls were rented at any given tine. During the taxable years
in issue, petitioners charged in the range of $375 per nonth for
each horse boarded at Sugar Tree. |In addition to the boarded
horses, petitioners kept their own horse and pony in the stables.
However, the last time that petitioners rode either horse was in
1990.

M. Rozzano applied his extensive business know edge and
experience to the activity at Sugar Tree. Using various conputer
software prograns, he conpil ed spreadsheets and projected budgets
for the activity. He also perfornmed nost of the major upkeep on
Sugar Tree, including now ng the fields, nending horse fences,
mucki ng stalls, and al so feeding horses on those days that he was
present at Sugar Tree. According to M. Rozzano, during the tine
that petitioners |ived away from Sugar Tree (which was
approxi mately 80 percent of the tine of 1999 and sone snall part
of 2000), he woul d wake up each Saturday norning, drive
approxi mately 5-plus hours from Wst Bloonfield, Mchigan, to
Sugar Tree (Lovel and, Ohio), spend 6 to 8 hours each day of the
weekend now ng, nucking, and nmending, and then get back in his
car | ate Sunday afternoon and drive 5 hours back to West
Bloonfield. M. Rozzano testified that he made this trip every
weekend and holiday until they tenporarily noved back to reside

full time at Sugar Tree sonetine in 2000.
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Bet ween 1993 and 2000, petitioners reported the foll ow ng
anounts of inconme and expenses fromtheir activities at Sugar

Tree on their Schedules C, Profit or Loss From Busi ness:

1993 1994 1995 1996
G oss receipts $61, 728  $56,352  $47,952  $92, 267
Expenses 116,972 116, 859 104, 580 128, 580
Net profit/(loss) (55,244) (60,507) (56,628) (36,313)
1997 1998 1999 2000
G oss receipts $65,826  $92, 267  $53,204  $58, 109
Expenses 134,491 161, 047 147,894 149, 834

Net profit/(loss) (68,665) (68,780) (94,690) (91,725)
During the taxable years in issue, petitioners reported

i ncome on their Federal incone tax returns as foll ows:

1999 2000

Wages, salaries, tips $221, 968. 18 $159, 018. 45
Taxabl e i nterest 690. 94 1,749. 32
Tax- exenpt interest 36. 57 85. 22
Ordi nary divi dends 984. 96 1,067.51
Taxabl e refunds 437. 00 2,490. 00
Busi ness i nconme or |oss (94, 690. 06) (91, 722. 66)
Capital gain or |oss (3, 000.00) (2,817.05)
Pensi ons and annuities ROLLOVER ROLLOVER
Tot al $126, 427. 59 $69, 870. 79

During the taxable years in issue, petitioners clained the

foll owi ng busi ness expenses! on their Schedul es C

1999 2000
Adverti sing $105 $0
Car and truck expenses 3, 906 0
| nsur ance 1, 865 2, 859
| nt er est 2,634 5, 368
O fice expenses 2,787 1, 230

! These figures have been rounded to the nearest dollar.



Repai rs and mai nt enance
Suppl i es
Taxes and |icenses
Travel
Meal s
Uilities
Wages
O her expenses:
Vet erinari an
G oundskeepi ng
Farrier
Hay and feed
Beddi ng
Tot al

Cash expenses before
depreci ation

Depr eci ati on

Tot al expenses

4,430
3, 106

58
10, 361
2,337
13, 249
19, 925

$13, 981
6, 167
2,010

38, 666
4, 303
65, 127

129, 890
18, 003

147, 893

Substantiation of these figures is not

7,791
2,302

58
7, 307
1,874
11, 618
19, 836

$19, 773
3,777
1, 990

40, 806
5, 242
71, 588

131, 831
18, 003

149, 834

i n di spute.

During 1999 and 2000 petitioners received the follow ng

mont hly i ncome fromthe nunber of horses boarded as shown bel ow

1999
Mont h | ncone Hor ses
January $3, 886. 65 12
February 4,031. 50 11
Mar ch 4,427. 42 11
Apri | 3,375.00 9
May 2,940. 00 9
June 4, 050. 03 10
July 4,476. 00 12
August 4,105. 00 11
Sept enber 4, 105. 00 11
Cct ober 6, 156. 60 16
Novenber 5, 585. 00 16
Decenber 5, 383. 00 15

2 Figures for

June 2000 were not

Mont h

January
February
Mar ch
Apri

May
June?
July
August

Sept enber

Cct ober
November
Decenber

2000
| ncone

$6, 596.
5, 650.
4, 870.
5, 025.
4, 447.

Hor ses

18
15
13
14
14
15
12
13
13
13

9

i ncluded in the record.



- 7 -

After sustaining yearly losses in the early years of
operations, petitioners were sonewhat, but not overly, concerned
with the | osses incurred because they thought that they could
“get a handl e on the expenses and get themunder control.” But
as time went on, it becane evident to petitioners that there were
t oo many contingencies that were beyond their control which
caused their losses to be greater than they ever expected.
Petitioners attenpted to forecast a profit, or at |east a break-
even point by utilizing both detail ed operating statenments and
proj ect ed budgets which nodified their business plan. However,
they were unable to reach a break-even point, even after
followng their carefully nodified business plan.

Factors contributing to their inability to keep to plan
i ncluded a variance in hay costs fluctuating upon the nunber of
horses, and unpredictable conditions whereby petitioners were
unabl e to grow an adequate anount of hay on their pastures. This
resulted in the purchase of additional hay. Moreover, a |eaky
roof in one of the years at issue resulted in a loss of a |arge
portion of their hay reserves.

Petitioners provided full care and all of the services

requi red of the horses boarded at Sugar Tree. |In particular, the
i ndoor arena provided a benefit to their boarders in the winter,

as the horses could be ridden indoors.
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In 1999, petitioners arrived at the conclusion that their
hor se-boarding activity woul d never be profitable irrespective of
their years of detail ed business anal yses and budget projections.
Sonetinme in 2000, petitioners decided to sell Sugar Tree as an
ongoi ng business. By doing so, petitioners had to maintain the
property and the boarding activity to show it to prospective
buyers as an ongoi ng business. Petitioners began to share their
intent to sell with colleagues in the horse-boardi ng and breedi ng
business in the area. After listing the property in 2001 for
$1, 495,000, and pl acing advertisenents in at |east one national
horse breeding periodical, petitioners sold the farmin 2003 for
$1, 275, 000.

Respondent nailed to petitioners on May 2, 2003, a notice
of deficiency for taxable years 1999 and 2000. At the tinme of
the filing of the petition, and pursuant to Rule 171, petitioners
requested that the case be conducted as a snall tax case. Before
the trial, however, petitioners’ attorney requested, pursuant to
Rul e 171(c), an order directing that the small case designation
be renoved. Respondent raised no objection to petitioners’
request, and filed an answer on March 28, 2006, the trial date.
Respondent al so requested in his answer that the deficiencies for
t axabl e years 1999 and 2000 be increased to $42,215 and
$35, 028. 05, respectively. The increased deficiencies are a

result of respondent’s m sapplication of the provisions of
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section 183 to the excess of loss reported mnus inconme. |In the
noti ce of deficiency, respondent conputed the deficiencies by
recat agori zing the excess | osses as deducti bl e unrei nbursed
busi ness expenses on petitioners’ Schedules A Item zed
Deduct i ons.
OPI NI ON

In this case, we are asked to decide whether petitioners’
conti nui ng horse-boarding activity was a bona fide busi ness
activity wwthin the nmeaning of section 183 near the end of its
operation. In order to arrive at a decision, our inquiry cannot
separate the taxable years before us fromthe earlier years of
petitioners’ business operations. Accordingly, we must consider
not only petitioners’ horse-boarding activities in these taxable
years but also their activities in prior years to construct an
accurate picture of petitioners’ total business activity.

Hor se- Boardi ng Activity

The parties disagree as to whether petitioners engaged in
their Schedule C activity with an objective of nmaking a profit
wi thin the neaning of section 183 during the taxable years in

issue.® In addition, petitioners disagree with respondent’s

3 When the case was called for trial, the parties offered
into evidence Exhibit 14-J, a docunent show ng that respondent
conducted an exam nation of petitioners’ 1996 Federal incone tax
return and the results of the audit. Respondent objected on the
grounds of a lack of foundation, hearsay, and that petitioners
sought to introduce this evidence for estoppel. The Court

(continued. . .)
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request for an increase in the deficiencies in the event that we
sustain respondent in this matter.

Section 183(a) disallows deductions attributable to an
activity not engaged in for profit. Section 183(b) provides two
exceptions to this general rule. The first, provided by section
183(b) (1), permts deductions that otherw se would be allowable
w thout regard to whether the activity is engaged in for profit;
the second, provided by section 183(b)(2), permts deductions
that would be allowable only if the activity were engaged in for
profit to the extent that the gross incone fromthe activity
exceeds the deductions all owable pursuant to section 183(b)(1).
Section 183(c) defines an “activity not engaged in for profit” as
“any activity other than one with respect to which deductions are
al l owabl e for the taxable year under section 162 or under
paragraph (1) or (2) of section 212.” 1In general, the
Conmi ssioner’s determ nation set forth in the notice of
deficiency is presuned correct. Rule 142(a)(1); Welch v.

Hel vering, 290 U. S. 111, 115 (1933). 1In certain circunstances

3(...continued)
overrul ed respondent’s objection and admtted Exhibit 14-J into
evi dence together with the stipulation. The Court instructed
respondent that it would not bar himfrommmintaining a different
position with respect to the taxable years at issue in the
present case. The Court infornmed the parties that it would weigh
this piece of evidence in the light of the entire record in the
case. W recognize the inplication of this docunentation is that
respondent all owed depreciation on assets held for use in
petitioners’ horse-boarding activities in taxable year 1996.
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the burden of proof shifts to respondent. Sec. 7491(a)(1l); Rule
142(a). Because the issue in this case is a |egal one, we reach
our decision without regard to the burden of proof. However,
petitioners contend that section 7491(a) and Rule 142(a) are
applicable wwth respect to the increases in the deficiencies
pl eaded in respondent’s answer. They are correct on this point.

I n deci di ng whet her petitioners’ horse-boarding activity was
engaged in for profit during the taxable years at issue, we nust
i nqui re whet her petitioners had an actual and honest objective of

making a profit fromthe activity. Dreicer v. Conm ssioner, 78

T.C. 642, 645 (1982), affd. w thout opinion 702 F.2d 1205 (D.C
Cr. 1983). The taxpayers’ expectation need not be a reasonable

one. |d. at 644-645; Golanty v. Commi ssioner, 72 T.C. 411, 425

(1979), affd. w thout published opinion 647 F.2d 170 (9th Cr
1981); sec. 1.183-2(a), Income Tax Regs. Wiether there is
present an actual and honest objective of making a profit is a
guestion of fact that is to be resolved upon a consideration of
all relevant circunstances, with the greatest wei ght being given
to the objective factors rather than the taxpayers’ expression of

their intent. Dreicer v. Conmi ssioner, supra at 645; Golanty v.

Conm ssi oner, supra at 426; sec. 1.183-2(a) and (b), Inconme Tax

Regs.
Section 1.183-2(b), Inconme Tax Regs., lists these rel evant

factors that we now consider: (1) The manner in which the
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taxpayers carry on the activity; (2) the expertise of the
taxpayers or their advisers; (3) the tinme and effort expended by
the taxpayers in carrying on the activity; (4) the expectation
that the assets used in the activity may appreciate in value; (5)
t he success of the taxpayers in carrying on simlar or dissimlar
activities; (6) the taxpayers’ history of inconme or loss with
respect to the activity; (7) the anount of occasional profits;
(8) the financial status of the taxpayers; and (9) whether
el ements of pleasure or recreation are involved. Golanty v.

Conm ssi oner, supra at 426; sec. 1.183-2(b), Incone Tax Regs.

Based on our consideration of these factors and in the |ight
of the detailed record in this case, we concl ude that
petitioners’ horse-boarding activity was carried on as a business
wi thin the neaning of sections 162 and 183 during the taxable
years at issue. In reaching this conclusion, we viewthe
follow ng facts and circunstances as nost persuasive:

Manner in VWhich Taxpayers Carried On the Activity

Respondent contends that the manner in which petitioners
conducted their horse-boarding activity does not indicate that
the activity was engaged in for profit during the years in issue.
The rel evant inquiries before us include whether petitioners
conducted their business in a manner simlar to other conparable
busi nesses, whether petitioners maintained conplete and accurate

books and records, and whet her changes were attenpted to inprove
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profitability. See Engdahl v. Conm ssioner, 72 T.C. 659, 667-668

(1979); sec. 1.183-2(b)(1), Incone Tax Regs.

As to their manner of conduct, during the taxable years in
i ssue, petitioners, for the nost part, rented nore than one-half
of the available stalls in their barn. Petitioners provided
detail ed nonthly boarding records for 1999 and 2000, which |i st
each horse and the expenses incurred. Fromthe inception of
their activities in 1992, through the years in issue, petitioners
al so mai ntai ned extensive and separate accountings for all of
their horse-boardi ng i nconme and expenses using a software program
tailored to small farmoperators. Based on these facts, we are
satisfied that petitioners’ maintenance of conplete and accurate

records in this case supports a profit objective. See Elliott v.

Comm ssi oner, 90 T.C. 960, 971-972 (1988), affd. w thout

publ i shed opinion 899 F.2d 18 (9th Cr. 1990); sec. 1.183-2(b),
| ncome Tax Regs.

As to petitioners’ other business practices, although
petitioners made no great effort to advertise their boarding
service to the general public, we do not find their |ack of
advertising indicative of an absence of profit notive, as their
wor d- of - mout h approach in attracting clientele was clearly
successful, as they had, at one point during the years in issue,

80 percent of their stalls rented.
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Not abl y, however, despite the significant stall renta
statistics and petitioners’ thorough accounting nethods, we
cannot overl ook M. Rozzano's refreshingly candid testinony at
trial that he canme to realize sonetinme in 1999 that petitioners
woul d neither earn a profit nor reach a break-even point if they
held to their existing boarding fees, nor could they raise
boarding fees or hire additional help in order to becone
profitable. M. Rozzano reached this conclusion after he
anal yzed all factors necessary to attenpt to nmake the busi ness
nore profitable.

In fact, after his analysis, he calcul ated that these
measures (i.e., raising boarding fees and hiring additional help)
woul d i kely increase his operating costs taking into account the
scope of the services provided to the boarders. Moreover, it was
likely that the terns of the contracts then existing with the
boarders neant that any nodification to the nonthly rental
agreenents woul d have placed petitioners in breach of contract.
M. Rozzzano then did what any prudent busi ness person woul d do,
attenpt to | essen expenses until the business including the
property could be sold.

Petitioners’ rental fees remained unchanged after M.
Rozzano decided to sell Sugar Tree (a decision nmade sonetinme in
2000). Notably, petitioners still kept meticul ous business

records and used word-of-nouth to advertise their boarding
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services during the years in which they were continuing the
boardi ng activities while, at the sane tinme, preparing the
property for sale.

M. Rozzano also testified that it was primarily the cost
associated wth hay feed that caused their business to experience
ongoi ng |l osses. W note that for 1999 and 2000, hay and feed
expenses accounted for 34 percent and 32 percent, respectively,
of all cash expenses before depreciation. To this end,
petitioners devised a strategy to ensure that their hay supply
costs could be mtigated so as to reduce | osses and accord with
their budget projections. Petitioners took steps to ensure that
the hay would remain dry and free frominfestation and that their
hel per would not waste it unnecessarily. Petitioners also took
steps in 1999 and 2000 to reduce other operating expenses, such
as travel, neals, and utilities. These costs did, in fact,
decrease from 1999 to 2000. Although petitioners did make
efforts to reduce their hay expenses by protecting their supply,
an increase in the nunber of boarders in 2000, coupled with an
increase in the wholesale price of the feed, resulted in an
increase in hay costs. Wiile we recognize that efforts to
inprove profitability can be indicative of whether petitioners
intended to realize a profit, we do not find their refusal to
raise stall rental prices or hire additional help, especially in

the light of their existing contracts, of their decision to sel
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Sugar Tree, and of their efforts to reduce hay and ot her costs,
di spositive on the issue of their profit notive. It is beyond
this Court’s purview to second-guess petitioners’ business
j udgnent or the manner of operations of their business. W
decline to do so.

In this case, we are presented wth taxpayers who admt that
during 1999, they becane aware that they could not nmake a profit
but yet still continued business operations while taking steps to
mtigate their expenses until the business and property could be
sold. Accordingly, we now address whet her petitioners’ adm ssion
at trial should trunp the other facts and circunstances of this
case.

Wil e we cannot disregard M. Rozzano’ s adm ssion that at
sonme point in 1999 he realized that his hopes of turning the
boarding activities into a profitable business were unattai nabl e
we do not find that as of that nonent, petitioners’ activities
ceased to be a bona fide business within the neaning of section
183. Moreover, our decision conports with this Court’s hol di ng
in Dreicer, where greater weight nmust be afforded to the
consideration of all of the facts and circunstances. In this
case, the facts and circunstances surrounding petitioners’
actions between the tinme of their realization with respect to

profitability in 1999 and the ultimte di sposal of the property
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in 2003 show that they continued to conduct their horse-boarding
activities in a businesslike manner.

Even after petitioners’ realization with respect to the
profitability of their horse-boarding activities, their actions
illustrate steps taken to mtigate costs and to try to achi eve at
| east a break-even point until the business could be sold.

First, petitioners held contracts for stall rentals which they
di d not change, nor could they change, for fear of being in
breach. Second, petitioners made active attenpts to reduce hay
and feed costs. Third, petitioners continued to rent stalls,

mai ntai n their ongoi ng operations, and even noved back to the
property on a full-tinme basis in 2000. Finally, and perhaps nost
significantly, the amount of operating costs borne by petitioners
conprised a | arge share of their wage incone in the years at

i ssue. Petitioners had wages of $221,968 in 1999, and $159, 018
in 2000, and reported net out-of-pocket expenses in those years
from Sugar Tree of $76,687 and $73,722,* respectfully. These net
out - of - pocket expenditures were 34 percent and 46 percent of
petitioners’ wages in 1999 and 2000, respectfully. W cannot
concl ude, based on the entirety of the foregoing, that their
activities turned from busi ness into hobby overnight in 1999

based upon M. Rozzano’s admi ssion at trial.

4 For 1999, gross incone of $53,204, |ess cash expenses
bef ore depreciation of $129,891. For 2000, gross incone of
$58, 109, |l ess cost of expenses before depreciation of $131, 831.
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Expertise of and Effort Expended by the Taxpavyers

Respondent does not challenge either petitioners’ expertise
or the time and effort expended on the activity at issue. W
believe that petitioners have established, through credible
testinony, that they not only were well possessed of the
know edge necessary to operate a horse-boardi ng busi ness, but
that M. Rozzano contributed vast anpbunts of tinme to the
operations at Sugar Tree. First, petitioners were well aware
fromtheir experience as horse owners of the requirenents for
boar di ng horses before they commenced activity at Sugar Tree.
Second, horse-boarding, unlike other horse-rel ated endeavors,
such as breeding and training, while it entails risk, to be sure,
is rather sinple in its day-to-day execution; horses are taken
out to pasture (“turned out”), fed, returned to stables to rest,
taken out again, fed again, and retired to their stables. There
is nothing in the record that suggests that petitioners were not
wel | versed and extrenely conpetent in these practices.

Finally, although we suspect that M. Rozzano' s testinony
that he spent every weekend and holiday for 10 years perform ng
upkeep at Sugar Tree may be an overstatenent, we find hima
credible and forthright wtness overall and noreover, we believe
that he perforned nost, if not all, of the major upkeep projects

on Sugar Tree hinself. Therefore, we believe that the expertise
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of and time and effort expended by petitioners support a finding
that the activity was engaged in for profit.

Expectati on That Assets Wul d Appreciate

Petitioners argue that the increase in the value of Sugar
Tree and the efforts they expended and expenses they incurred in
upkeep of the property support a conclusion that the horse-
boarding activity was engaged in for profit. W disagree. On
the i ssue of whether appreciation of |and supports petitioners’
profit intent, the relevant inquiry is whether the holding of the
| and for appreciation and the conducting of the horse-boarding
constitute a single activity or separate activities. Sec. 1.183-
1(d) (1), Incone Tax Regs. Determ ning whether the two
undertakings are a single activity requires the exam nation of
all of the facts of the case; the nost significant facts being
t hose that show the degree of organi zational and econom c
interrel ationship of the undertakings. |1d.

In this case, petitioners primarily purchased the |and for
personal enjoynent and not to engage in a business. Therefore,
t hey had no bona fide intention, at the tinme of purchase, to
realize a profit that could offset |ater operating | osses as they
had not yet contenplated any business using the property. Only
subsequent to the purchase did petitioners use the property in

their horse-boarding activities.
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Moreover, we note that the variable costs of petitioners’
hor se-boarding activities, including fees, veterinarian care,
etc., exceeded the gross incone produced by the activities, with
the result that the horse-boarding activities do not neet the
test inposed under the regul ation pertaining whether such
activities will be integrated. See sec. 1.183-1(d)(1), Incone
Tax Regs. Accordingly, we believe, in this case, that their
hol ding the property for appreciation and horse-boarding are
Separate activities. See sec. 1.183-2(b)(4), Inconme Tax Regs.;

Engdahl v. Conm ssioner, 72 T.C. 659 (1979); Allen v.

Comm ssioner, 72 T.C. 28 (1979). Irrespective of this

concl usi on, however, we do not believe that petitioners’
inability to argue the appreciation of their land is ultimately
determ nate on the issue of whether the horse-boarding activity
was engaged in for profit.

Fi nanci al Status of the Taxpavers

The fact that petitioners have substantial income from
sources other than the activity at issue may indicate that the

activity was not engaged in for profit. Cf. Engdahl v.

Comm ssi oner, 659, 670. Respondent argues that M. Rozzano’'s

income fromhis job in executive managenent was sufficient to
absorb the expenses in operating Sugar Tree, indicating that it
was not operated for profit. W disagree. As previously stated,

t hese out-of - pocket expenditures were 34 percent and 46 percent
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of petitioners’ wages in 1999 and 2000, respectively. W are not
persuaded that petitioners were able to absorb easily the | osses
attributable to the activity at Sugar Tree during these years.
As previously stated, the incone reported by petitioners on their
tax returns for the years in controversy does not, in our
opi nion, denonstrate that the | osses incurred by petitioners were
of fset either by petitioners’ incone in those years or excessive
depreci ati on deductions clainmed by them

Mor eover, whatever incone petitioners may have had during
the years in issue is secondary to the primary inquiry as to
whet her or not petitioners engaged in the activity with a genuine
intent to profit fromit. W note that petitioners had no other
inconme in the years at issue apart from M. Rozzano's work and a
3-week, holiday job taken by Ms. Rozzano at The Gap, Inc. By
1999, both of petitioners’ adult children had left the famli al
honme, and so, the physical work and personal efforts expended by
petitioners were not being done for the i medi ate benefit of
their children. W believe it unlikely, given the distance
petitioners regularly traveled to and from Sugar Tree, the
l[tability risk inherent to their activity, and the nature and
extent of the physical |abor which they perfornmed while at Sugar
Tree, that petitioners would naintain a hobby costing thousands

of dollars and entailing nuch physical |abor.
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El enents of Pl easure/ Recreation

Respondent argues that not only are M. Rozzano' s cl ai ns
regarding his involvenment wwth the work done at Sugar Tree
i nprobabl e, but that regardl ess of the anount of effort
petitioners put into the activity, elenents of pleasure should
trunp any consideration that the activity was a business. W
di sagree. Until sonetine in 2000, petitioners resided at |east 5
hours away from Sugar Tree. This distance required petitioners
to travel between their hone and Sugar Tree on weekends and
hol i days. W believe, based on their credible testinony at
trial, that once at Sugar Tree, petitioners did performa
significant anount, if not all, of the major upkeep on the
property. Furthernore, petitioners did not ride either of their
horses for pleasure after 1990. We do not find that the
pl easure that petitioners may have experienced through their
ownership of Sugar Tree should trunp a finding that the horse-

boarding activity was operated for profit. See Jackson v.

Comm ssioner, 59 T.C. 312, 317 (1972).

Possibly the only el enents of pleasure taken by petitioners
were either when watching their own horses frolic in the pasture
or in the nere fact that they could attest to “owning a horse
farm near Lexington, Kentucky.”

Therefore, on the basis of all of the evidence in the record

of this case, the circunstances of which are uni que, we concl ude
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and hold that petitioners conducted their horse-boarding activity
in the years in issue as a bona fide business within the nmeaning
of section 183.

Accordi ngly,

Deci sion will be entered

for petitioners.




